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COMMENTS IN SUPPORT OF, AND OPPOSITION TO,
PETITIONS FOR RECONSIDERATION

Third Kentucky PCS (Third Kentucky) respectfully submits these comments in

the above-captioned proceeding.1

Third Kentucky is the C block licensee for the Corbin, KY market and the F block

licensee for Corbin, Somerset and Middlesboro-Harlin markets and the surrounding rural

areas. We are determined on offering high quality, economical digital wireless services

to this mainly rural area of Kentucky. As president and sole owner of Third Kentucky, I

presently employ ten people with plans on growing my business as we become

operational. We believe the four alternatives for restructuring of the payment terms

offered to the C block licensees were simply punitive and did not seem grounded in the

FCC's paramount public interest goal of bringing competitive services to the public.
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I Amendment of the Commission's Rules Regarding Installment Payment Financing For Personal
Communications Services (PCS) Licenses, Second Report and Order, WT Docket No. 97-82, FCC 97-342,
reI. Oct. 16, 1997 ("Restructuring Order").



Introduction
We have carefully reviewed the Petitions for Reconsideration filed in this

proceeding. We note that with the exception of a few companies, most petitioners believe

that the FCC's restructuring decision does not provide licensees with a commercially

reasonable solution to bankruptcy.

We believe the Commission should modestly adjust the terms of the Disaggregation

and Prepayment options to allow full use of the licensees' down payment. Furthermore,

under the Prepayment option, licensees should be afforded the opportunity to purchase

licenses at the net present value of the net high bid. using a discount rate ofat least 15%.

Finally, given that any modification will materially affect the menu option that a

licensee selects, the Commission should postpone the election deadline from January 15,

1998 to March 15, 1998, as proposed by Horizon Personal Communications. Inc.2

Competition Will Suffer Without a Modest Modification of the Restructuring Order
After the Restructuring Order was released, General Wireless, Inc., the nation's

third largest C-Block licensee, sought Chapter 11 bankruptcy protection. Today, C-Block

licenses covering one-third of the population of the u.s. are held by companies in

bankruptcy proceedings. We fear that without a financially viable restructuring alternative,

more C-Block licensees will seek Chapter 11 bankruptcy, significantly delaying the

construction of the networks that will provide real, facilities-based competition sought by

Congress and the FCC.

Unfortunately, the delay in new C-Block competition comes at a time when

consumers can least afford it. According to The Wall Street Journal, AT&T Wireless
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recently has decided to shift its focus away from the mass-market consumer to "big-

spending corporate cellular-phone users." Daniel R. Hesse, the chief executive of AT&T's

wireless unit, said his group "will pay a slight penalty in subscriber and revenue gro",th for

a short period of time as we become more selective about the subscribers we bring on

board."3 C-Block licensees promise to offer an array ofaffordably priced, new wireless

services to all consumers, not just the ones with deep pockets.

In the local and long-distance markets, the delay in new competition is even more

troubling. According to a cover page story on December 15, 1997 in The Wall Street

Journal:

Almost two years after passage of a landmark law abolishing the barriers between
long-distance providers and local-exchange monopolies, new competition has failed
to emerge. The Bells and GTE Corp. still control most local phone service. The
Big Three [long-distance carriers] still hold more than 80% of the long-distance
market. Consumers still haven't seen the benefits deregulation promised - and at
this rate they may not for years to come.4

These same incumbents have a choke hold on the wireless industry. The top three

wireless licensees - AT&T, Sprint, and PCS PrimeCo - are all large, incumbent wireline

providers. These three companies control nearly half of the available POPs in the U.S.

Given such significant industry concentration, and the high per-minute airtime charges that

such companies demand, it is not surprising that wireless services have become a luxury in

this country.

2 See Comments of Horizon Personal Communications, Inc., WT Docket 97-82, (November 24, 1997) at p.
I.
J See Stephanie N. Mehta, AT&T Wireless Expects Slower Growth As It Shifts Focus to Corporate Users,
The Wall Street Journal, p. A4, (December 18, 1997).
4 See Leslie Cauley, Open and Closed; Genuine Competition in Local Phone Service is a Long Distance
off, The Wall Street Journal, p. AI, (December 15, 1997).
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C-Block licensees are ready today to build competitive vriteless net\l1ork1. and.~

providing tbI! competitioa thI; Ccmaress and the FCC envUioned. However, without

modoIt modificatiOU8 to me RI#nlCIlITini OrMr, CO!lJ\JD'll:fS wJll be deciecl all of the key

public palicy benefits that competition~ses to deliver.

Cop·rien

Modest modificatiOtW to the PCC'r;Rc1tnlCDlrin: Order arc necessary to promote

new~tidon 8l:Id aver r:Je1¥ b.mk:ruprcy fflings. Tbc modifications suggested are

,ommerc;aUy rouonable, will foster 1\l.cJUtfe.-bBsedcompetition. and will provide

connmen, perhaps for the first time. with new, affordably pric6d wireless scnices.

Th cmas G. W·ard
President
Third Kentucky Cellular
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I Open and Closed

Genuine Competition
In Local Phone Service
Is a Long Distance Off

To Understand Why, a Visit
To South Carolina Helps;
It's a Very Ugly Battle

'TheDogAte My Homework'

By LESLIE CACLEY
Staff Reporter of TilE \\",\1,1. STR"~F.T J(Il'''''AL

FAIR PLAY. S.C. - At the Fair Play
Supermarket. a customer can bUy any
number of necessities. from hair curlers to
night crawlers. If the right product isn't
available at the right price. there's always
Holly's. a quarter·mile down Fair Play
Boulevard, or Russell's. just around the
bend. And that. says Fair Play Supermar
ket owner Durham Clayborn, is the beauty
of competition.

"If I was the only store in Fair Play. r
could just put any price on anything," Mr.
Clayborn says. "When you have competi
tion. you can't do that."

But he and his neighbors in this town of
300 have no choice when it comes to picking
a local phone company, and for long-dis
tance service, most residents still relv on
one of the Big Three: AT&T, MCI or Sprint.
Sweeping deregulation of the phone busi
ness was supposed to change all that - but
it hasn~t.

Almost two years after passage of a
landmark law abolishing the barriers be
tween long-distance providers and local
phone monopolies, new competition has
failed to emerge. The Bells and GTE Corp.
still control most local phone service. The
Big Three still hold more than 80% of the
long-distance market. Consumers still
haven't seen the benefits deregulation
promised - and at this rate they may not
for years to come.
Regulatory Rejection

That disappointing prospect became
increasingly clear last week as federal
regulators gave another thumbs-down sign
to the notion of letting a Baby Bell get into
the long-distance business. The Federal
Communications Commission had pre
viously rejected two Bell requests, and on
Wednesday,lawyers at the Justice Depart
ment recommended that the FCC turn
down yet another - BellSouth Corp. 's push
to provide long-distance service in Louisi
ana. BeliSouth is farther along in a
request to do the same thing In South
Carolina. and that effort now seems all but
certain to be rejected by the FCC by the
end of this month.

- The clouded outlook for new competl
tlOn IS due In part to the main result of the
TelecommuIllcauons Act of 1996 - merger
manta [hat has racked up close to SlOO
billion In deals so far, including MCr
Commumcations Corp. 's agreement last
mont'! to be acqUired by WorldCom Inc. for
S37 billion III cash and stock. the largest
takeover ever, Of the original seven Baby
Bells. five remam. and AT&T Corp., Sprint
Corp. and GTE could end up seeking
mates. too,

But the lack of competition also has a lot
to do with the terms of the Telecom Act
itself. which turns on a quid pro quo: Only
after the Bells and other local phone
companies welcome rivals into local serv
ice for residential customers will they be
allowed to offer long-distance service.

That poses a key question: What should
happen If a Bell opens up a market, but no
rival bothers to come in? BellSouth, aiming
to test this quandary. targeted South Caro
lina first. Its likelv failure here offers an
illuminating lesson about why deregula
tion has brought local and long-distance
campames to a standoff, at the expense of
competition.

BellSouth knew well that the state was a
market that few rivais would be eager to
invade. South Carolina isn't exactly teem
ing WIth new telecom opporcunities. It has
3,7 million people and 2.1 million phone
lines - compared with 2.4 million lines in
Manhattan alone. No wonder, then, that
BellSouth has signed agreements dictating
the terms by Which several dozen competi
tors can offer local service in South Caro
lina, yet none of them have done so.
Relative Costs

Congress imposed its quid pro quo with
good reason. Would-be rivals can't afford
to build local networks from scratch. Con
sider: Long-distance companies' networks
cost a total of about $55 billion to build and
span 100.000 miles of digital tentacles.
while the Bells' local networks cost $300
billion and cover about four million miles
of wire.

The trouble is. the Telecom Act sets a
high bar for the Bells and other locals to
prove that they have opened their local
markets, Among other things, the law has
a 14-point "competitive checklist" requir
ing that new competitors provide residen
tial service. as well as the more-profitable
business service, and that they not merely
resell Bell service-as AT&T does for about
400,000 households in six states - but pro
vide "facilities-based" service, owning or
leasing its own local gear.

If the checklist wasn't daunting
enough, the FCC has since issued a 742
page order to implement it. The order
dictates. in great detail. how the Bells
should proceed, including the discounts
they must grant to competitors, and hun
dreds of other points.

All of which has thrust the Bells and the
long-distance giants into a rancorous
standoff. sparring over semantics. What
constitutes "real" competition? What is a
truly "open" market? The result has been
protracted cOurt battles, regulatory paral-
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Why Phone Competition Is Still on Hold
<'>

Continued From First Page
ysis.lots of finger·pointing. and even more
tip service to the goal of competition.

AT&T. MCI and Sprint have signed
agreements with various Bells to offer
residential service in dozens of states. but
Itave made only mmimal efforts to actually
~so in a handful of those markets. None of
the three can say for sure when they might
begin offering full'scale local service any-

;where. and they blame the Bells for the
: holdup. "We're doing everything we can to
·.open up the local markets to competition
:~nd the Bells are doing everything they
"Ilan to slow it down." says Steve Davis. an
'&T&T vice preSident.
'. The Bells. for their part. complain that
the long-distance Big Three are resisting
taking the plunge into local service be'

· eause the longer they wait. the longer they
can block the Bells from entering the

· long-distance business. where they could
· easily cut some rates by 25% or more. The
'fllg Three "are always trying to blame
· their problems on everybody else." says
'!feU Cox. a division president at Ameritech
'Corp.. the Chicago-based Bell. "It's like
lIaying the dog ate my homework."

:::: Much the same bickering has b~en
::JBging in SOuth Carolina. one of nine sUites
~ by Atlanta-based BeliSOuth. The
·.JIell swung into action within weeks after
"the Telecom Act became law on Feb. 8.

1996. It worked with state regulators to
devise charges for the "loops," "ports"
and switches that rivals would need to
launch local service. It set up new ordering
sYstems and training sessions for rivals.
And It even cleared out floor space in its
switching centers to make room for com
petitors' equipment.
Court Challenge

MeanWhile. it began negotiating
dozens of "interconnection" agreements
with would'be local providers. complex
pacts that spell out the prices, tenns and

· COnditions under which rivals may link up
· to local networks.

; Then on Aug. 8 of last year. the FCC
issued its order enforcing the H-point
checklist. BeliSOuth challenged the FCC's
pricing requirements in federal court a few

.. weeks later. as did other Bells and GTE,
...hlch has local networks in 28 states. State
regulators in SOuth Carolina and several
other states sued. too. attacking the FCC
edict as an illegal infringement on their

: OftrSight authority. which includes the
· setting of phone rates.
'::: The separate challenges were consoli
:.!I8ted In the Eighth Circuit Court of Ap
:.~ In St. Louis. and on sept. 27. 1996, the
-~surprised the industry by granting a
:;stay of the FCC's order. There was an
··ijnmediate chain reaction: The Bells. by
;U\en deep in "interconnection" talks with
~ril'llts. Immediately balked at offering the
~1lCC:Set prices that were more favorable to
::t~e long-distance companies. The Bells
~reasoned that the agency's pricing order
-m about to get thrown out by the court. s(,
:-Why bother?

. But long-distance companies. still hope
"tuI that the FCC's rules would ultimately be
: Jlheld by the court. argued that the Bells
- sbould follow the FCC's pricing guidelines
• (lesplte the stay. As both sides dug in their
: heels. each began to accuse the other of not
: Obeying- the law.

.•_ BellSouth moved forward in the mean
'\bne. signing more mterconnection agree
·ments in SOuth Carolina and across ItS

__' IIine-state region. to show it was working
: iQ open local markets. (Contracts signed
· 4uring that period generally didn't inclUde
:.KnaJ pricing. pending what the federal
-ippeals court would do.) The Bell had
:struck almost 40 deals in the state by the
:ilrst quarter of this year, and it eventually
-Gg!led statewide pacts with AT&T and MCI
: and with dozens of tiny local carriers. A
:.ieal with Sprint is pending.
.: But no rival ever followed up and
:.tarted competing for local residential
: iervice. The three long-distance giants
•7won't come - they're more interested in
: keeping us out of long·distance." contends
Joe Anderson. preSIdent of BellSouth's
lJperations in the state, AT&T counters

: !hat BeIlSOuth's high prices and unaccom·
· tJodating approach are to blame.
: - April 1 this year. BeliSOuth raised the

• : stakes. asking South Carolina reguiators to
- endorse the idea of letting it provide
_long-distance service to residents in the
·.itate.
: toea! Boundaries
•-: The Baby Bell would be well-equipped
,l> do so immediately. Its wires crisscross
: all of South Carolina. yet it is allowed to
'-hndie only calls that begin and end within
:~ne of four local calling areas in the state.
:Thls can get a little silly: BeliSouth isn't
" lUowed to route a call from Whitmire to
: cartisle-just 11 miles away-because the
· iwo towns are divided by a court-set local
- Doundary. and that makes it a long'dis
: lance call. Instead. BeliSouth must hand
: ihe call off to a long-distance carrier and
- then pick it back up for final delivery. This
: adds to the cost. About 37 cents of every
- aollar a long-distance company charges
: ROes to a Bell as an "access fee."
-. BellSouth hoped to gam support for its
:-19ng-distance bid by arguing that by open-

Ing its local network to potential rivals. it
· should be allowed to enter the long-dis
':lance business. The new law lets a Bell get
-lnto the long-distance business. even if
: Competition hasn't emerged at the local

level. so long as the Bell can prove its local
ritarkets are open and that rivals simply
decided against showing up.

:::; But AT&T had pre-empted this Bell
'South gambit. Within days after deregula

, -tion passed. AT&T had filed applications to
offer new local service in all 50 states.

:.A1though it didn't have the networks to do
-ie. By showing at least a passing interest
in competing locally, AT&T made it more

· difficult for BellSouth to argue that no one
was interested in doing business in South

: ~Ina_ An AT&T spokesman acknowl
_idges this result. but says that wasn't the
<ompany's overriding intent.
~ In early July, the SOuth carolina Public

'service Commission opened four days of
· Gearings on whether BeliSouth's local mar
aet was "open" enough to grant it entry
:!Rto long-distance, IAlthough states don't

'lIDplement the Telecom Act. they do assess
: Whether a Bell has met the federal check
-~t and make a recommendation to the
'8:x: on whether a Bell should be pennltted
:Ji.otfer long-distance service.)

BellSOuth argued that it had done
everything pOSSible to ope!) its local net·
works to reluctant rivals. AT&T and others
countered that the Bell was thwarting
competition by trying to charge rivals
exorbitant prices in excess of what was
allowed by the FCC. For example. Bell
South proposed giving competitors a t5%
discount off retail rates to let them resell

I local service. but the FCC order demanded
discounts of 17% to 22%. Never mind that
the federal appeals court had suspended
the FCC order to review its constitutional
ity and other issues.

The South Carolina commission began
to side with BellSouth once it asked would
be rivals to specify when they would
actually begin offering- residential service.
No one had much of an answer.

"The switches are expensive. and it
takes manpower to do the implementation
process, We have limited resources." testi
fied James Falvey. an executive with ACSI
Inc.. an Annapolis Junction. Md.. carrier.
ACSI serves business customers and has
said it may someday offer residential
service. but Mr. Falvey told the commis
sion that won't happen "for the foreseea
ble future."

AT&T. in essence. advised the state to
be patient: "It took the Bell operating
companies 100 years to achieve the present
state of the network. and the commission
should not expect entrants to deploy com
parable networks overnight."

The state panel concluded the hearings
on July 10, and eight days later the Eighth
Circuit Court of Appeals all but dismantled
the FCC's order. The court threw out key
provisions. saying the FCC lacked any
authority to dictate pricing to the Bells,
and ruled that such oversight belongs to
the states. (The FCC has since filed an
appeal to the U.S. Supreme Court. I

"I think we just got back in the ball·
game." Sidney Boren, a BellSOuth execu
tive vice president. said at the time.

'More Choices'
In late July. BellSouth won another

round. when SOuth Carolina's Public Serv
ice Commission voted 7-0 to support the
company's push to get into the long-dis
tance business. The commission ruled that
BellSouth had done all that was required to
open its local networks. but "none of
[BeIlSouth's I potential competitors are
taking any reasonable steps" toward offer
ing local service.

In the state commission's hearings. one
expert had testified that long-distance

rates could drop 25% within a year allel
BellSOuth gains entry into the market. Let
BeliSouth begin offering long-distance
service. SOuth carolina regulators rea·
soned, and that might prod AT&T anc
others to counter with new local service ir.
the state. producing "more choices for
consumers. "

"That's why we did what we did." says
state commissioner Dukes SCOtt. "This
wasn't a motion for BeIlSouth. It was a
motion for the residents of SOuth Caro
lina."

The state ruling. however. was still
merely an advisory opinion. Even though
the federal court had thrown out the FCC
order. that agency still retains final sa~

over any Bell entry into long-distance
service. On sept. 30. buoyed by the state's
support. BeliSouth fonnally requested FCC
pennission to start handling long-distance
calls for SOuth carolina customers. The
Bell urged businesses in the state to write
to the FCC and urge approval of the
long-distance request.

ABMW auto plant happily obliged. The
plant. which makes the Z-3 Roadster in
Spartanburg. runs a monthly phone bill of
SSO.OOO. but no single vendor offers a
discounted bundle of local and long-dis
tance services. "Competition would result
in a number of advantages for customers
better prices. better services and better
technology." says Bobby Hitt. the BMW
plant'S public-relations manager.

The FCC must rule on BeliSouth's South
Carolina request by Dec. 29. The prospects
don't look good. In November. the Justice
Department's antitrust division recom
mended that the FCC reject BellSouth's
request. calling it "premature." The Jus
tice officials said BellSouth had failed to
"prove that its current and future prices"
to rivals would pennit "effective" competi
tion. As for BellSouth's claim that local
competition hadn't emerged because ri
vals weren't interested. the antitrust ex
perts said they didn't have enough infor
mation to fonn an opinion.

Publicly. BellSouth is hopeful of gain
ing the FCC's blessing. But some execu
tives are clearly frustrated. "We should
not be held hostage to the business strate
gies" of AT&T and other rivals. fumes Joe
Anderson. president of BeIlSouth's South
Carolina operations_ "It's unfair to us. and
unfair to our customers."



AT&T Wireless Expects Slower Growth
As It Shihs Its Focus to Corporate Users The Wall Street Journal
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page A4

usin~ a wireless umt that can lw placed on I
the stde of customers' premises is ,_,ne
option under conSideration.

First AT&T will have to figure out now
to deploy the system mexpensl ....rly. re~ts I
planned for the Chicag-o area next ye,l.r
should tell AT&T what lIS COsts would I",

USlne the network. Currently ... the wlr~ I
less local loop bUSiness does not appe:u 10 I

be justtfied by the capnal exoendnures to
get Into it.·' noted John Bensche. a WIreless
analyst for Lehman Brothers.

E'ven as Mr. Hesse, a 2u·vear AT&:~
veteran. trtes to further mtf>gTate wlreles~

servIces Into the AT&T mainstream. th?
unit has displayed a little entrepreneunal
edginess. Last year. the wlretess IJnJ~

stunned many In the industry by market
ing its lOW-frequency digital wlreless serl
ice as "di~taJ pes." .1 term preVIOUsl\'

reserved for hig-her-freQuency. UOtJ-mhl
servIce.

'It was Quite a markellng'" COup' on I
AT&T's part to beat its mals to market. ,
said Steven Yanis. a telecommumcauons
analvst at BancAmenca Robertson Ste
phens... Many people dont know what PeS
IS. but they thmk It IS belter ..

"~-----------
By STEPHA.··.. n.; N. .\ff.HTA

')lari I(I'po,-/('r IIr Tnl W \l STl\lTT J,,\ lI'd.

AT&T Wireless 'emces. the nation s
lar~est wireless phone operator. IS expect·
lng a slowdown in growth as u shirts Its
focus to bI~·spendmg corporate cellular
phone users.

Faced with mcreasJn!'r competltlOn
from new wueless earners such as Sprim
Corp.'s Sprint PCS unit and Nextel Com
munleallons Inc.. the AT&T Corp. wireless
unit is turmng its attention to the highly
prolilable business user. AT&T is promot
ingaggressiveiy Its "wlrele.ssoffice" prod·
uct for corporate campuses and plans to
move 200/(' of its work force into AT&T's
larger business-sel"V1ces division to boost
wireless sales to companies. Last month.
the carrier said it is explormgplans to shed
its lower-margin paging operation.

The stratelO' Wlll come at a cost. In an
lntemew. Daniel R. Hesse. chier eXffU
live officer of the wireless unit. said the I
group "will pay a slight penaity 10 SUb
scriber and revenue ~owth for a snort
period. of time as we become more selective
about the subscrlbers we bring on
board:'

Mr. Hesse said he expects the Wireless
unit to post 1997 revenue "north of S4
billion:' In 1996 the umt reported revenue
of $3.48 billion. up 19{.·( from a year ear
lier_
Dominance Expected to Continue

Analysts saId AT&T will contInue to be
the dominant wireless player by virtue of
its size. markenoR prowess and ability
to bundle cellular serv,ce WIth lang·dls,
lance and other servIces. When the com
pany bought McCaw Cellular Commumca
tions Inc. for $11.5 billion 10 1994, ,t ac
quired a national cellular system wlth
millions of existing customers_ Today the
carrier has some 7.8 milliop. subscribers.
But competItors said AT&T has heen siow
to build systems to offer hi~h-frequenc)'

digital semce. By the end of Ihe year. ,
AT&T will offer semce at tne 1.9OO·mega- ,
hertz frequency 10 10 markets. SprInt
PCS said it offers such semce 10 40 of the
top 50 markets: PrimeCa Personal Com
munications, a pes carrier owned. by two
Baby Bells and AlrTouch Communications
Inc., said it offers service In 20 markets:
NexteI. which offers a lOW-frequency digi
tal service aimed at businesses. saId It
operates in 15 markets. AT&T will not sav
how many new markets it plans to enter In

1998.
At the same tfme. AT&T expenenced

quality problems wtth its low·frequency
digit~J service. offered in Clues sucn as
New York and Dallas_ "11 sounds like
you've f,"Ol marbles in your mouth." one
customer recently complained.

.Mr. Hesse conceded that the carrier
initiaHy experienced sound-quality prob
lems and has moved to fix them. It nearlv
has completed a natlOnal upgrade of se~
ice that wllJ improve sound_ One catch;
The upgrade wori<s oniy on pnones tna t
have been shipped m the last severa,
months with a speCial voice encoder that
improves sound quality. And AT&T said It
hasn't decided on whether it will allow Its
existing digital-service customers to get
upgraded phones at a discount.

But Mr. Hesse satd he does not believe
the caITter has moved slowiy ID bwldin~

out its digital markets. BeSides the 10
high-frequency markets. AT&T offers
lower-frequency digital semce in an addi
tional 122 markets. giving the carrier al
most 1.5 miJlion digital subSCribers. Mr.
Hesse said... If you lOOk at our competitors.
they're enteting all these markets for the
first tIme:' Mr. Hesse said. "We already
have enormous market presence. "
Wireless Local Loop

Other queslwns remam for the wireless
unit. Mr. Hesse said the group continues to
test wireless local loop. a system for
offerlng local telephone semce via an
tennas and receivers mounted on the stdes
of homes instead of through traditional
copper wires. The company IS testIng such
a product with employees m Chicago, and
Mr. Hesse said AT&T plans other tests.
including possibly another neIghborhood
ttial and a lest on a college campus.

AT&T continues to be reticent about its
plans to enter the 5105 billion local-phone
market by using Its wtreless system to
connect homes and businesses directly to
the AT&T lon~-dlstance network. Since the
arrival of new chief Michael Armstron~,

AT&T is looking at a number of wavs to
invade the Baby Bells' territones -- and


